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The Tariff Problem 


The enactment of the tariff law June 17, 1930, in-the 
midst of a world-wide business depression aroused sharp 
criticism in various quarters. Much of the opposition has 
come from business associations whose members are af- 
fected adversely by the legislation, but many others ques- 
tion the wisdom of pushing the policy of high protection 
to a point which leads to retaliation by other nations. 
Organized effort is under way looking to a general recon- 
sideration of the policy of protection particularly in the 
light of the creditor position of the United States which 
compels us to accept commodities in payment of the in- 
terest and the principal of debts due from other nations. 


SomME OPINIONS 


The results of a year’s operation under the law did not 
fulfill the prediction that a higher tariff would lift domes- 
tic industry out of the depression. The advocates of tariff 
reduction contend that the present duties are prohibitive 
and contribute to industrial depression by obstructing the 
normal movement of goods in international trade. Peter 
Fletcher, president of the National Council of American 
Importers and Exporters, in an address before the Na- 
tional: Foreign Trade Council on May 27, 1931, declared 
that the situation demands a special session of Congress 
to reduce ad valorem duties 25 per cent and specific duties 
50 per cent. 

June 14, 1931, H. E. Miles, president of the Fair 
Tariff League and formerly chairman of the tariff com- 
mittee of the National Association of Manufacturers, de- 
clared that, although he believes in protection, he is ready 
to campaign for a revision of the tariff law “because it 
serves the greediness of tariff profiteers rather than the 
sound principle of legitimate protection.” 

At the semiannual meeting of the Academy of Political 
Science, April 24, 1931, John H. Fahey, former president 
of the Chamber of Commerce of the United States, 
pointed out that the 1,000 economists who in May, 1930, 
warned of the results of a rise in tariff rates and the news- 
paper editors, who, irrespective of party affiliations, had 
opposed the tariff bill, had been amply justified. 

Foreign delegates to the meeting of the International 
Chamber of Commerce in Washington, May 4, 1931, re- 
ferred to the effects of tariffs on trade and the maldistri- 
bution of gold in no uncertain terms. Georges Theunis, 
former Premier of Belgium, and president of the Interna- 
tional Chamber of Commerce declared that “the commer- 
cial policy and the customs tariff in most of the countries 


of the world constitute one of the most fundamental 
causes of our present economic troubles.” 

Several hundred prominent economists, editors, law- 
yers and manufacturers of the United States recently 
formed the Council for Tariff Reduction. In a letter 
signed by Professors E. R. A. Seligman, F. W. Taussig, 
Irving Fisher and others addressed to M. Theunis under 
date of May 6, 1931, the Council declared that “despite the 
unwillingness of our political parties to face frankly with- 
in our own country this foremost world question, this 
council proposes to press upon the Congress the absolute 
need of prompt action at its approaching session in the 
reduction of the tariff of 1930, the ill effects of which 
have been so immediately evident both within our borders 
and in international relations. . . .” 

Opposed to those who hold the views expressed above 
are those who contend that our tariff policy has been the 
basis of our prosperity and who look upon efforts to 
reduce the rates of the 1930 law as destructive in their 
effect upon business. H. L. Derby, chairman of the Tariff 
Committee of the National Association of Manufacturers 
insists that “to throw the tariff back on to the floor oi 
Congress next December for a general political overhaul- 
ing would disturb, if not destroy, the public confidence now 
on the mend and occasion for the entire country a repeti- 
tion of the confusions and menaces which attended the 
period of enactment of the 1930 tariff law. It is a rank 
fallacy that our tariff act of 1930 directly and alone re- 
sulted in ee, toe foreign tariff walls against American 
products. her nations have had their tariffs to meet 
their own domestic requirements and emergencies for the 
last forty years, and they will continue to do so without 
particular reference to American tariffs.” 

The chairman of the executive committee of the Ameri- 
can Tariff League, A. Cressy Morrison, also insists that 
nothing could be more disastrous to business than to re- 
open the tariff question during the next Congress. A cut 
of existing rates 25 to 50 per cent “would be as bad as a 
schedule-by-schedule consideration of the question.” 
(New York Times June 14, 1931.) 

Dr. Julius Klein, assistant secretary of commerce in an 
address before the National Foreign Trade Convention 
May 29, 1931, while admitting that the export figures are 
distressing and that imports from Europe have fallen off 
seriously, insisted that we are getting our accustomed 
share of existing foreign trade. The decreases in exports 
and imports, he contends, are not “directly attributable to 
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the tariff.” On the contrary, he believes the explanation 
is to be found in the shrinkage of our buying power and 
of that of European countries as a result of the world- 
wide industrial depression. 

There is an organized movement among various trade 
unions which believe that they stand to gain by protective 
tariff. They oppose the view, moreover, that if our tariff 
is lowered Europe will be able to sell more goods to us 
and thus have more money to buy from us. Matthew Woll, 
their spokesman, maintains that if “the government of the 
United States wants more buying done in America, it 
knows well enough that the way to bring that about is to 
bring about a higher purchasing power among our own 
people through a more equitable wage and a revival of 
employment.” 

At its meeting in December, 1930, the American Farm 
Bureau Federation passed a resolution declaring that it 
would resist efforts to lower the rates on agricultural com- 
modities and would continue its efforts to secure adequate 
rates on agricultural products directly or indirectly com- 
petitive with American products. It also asks for protec- 
tion against Philippine products. 

An official of the National Grange says that, “The 
Grange for years has been asking for increased tariff on 
agricultural commodities, but before committees of Con- 
gress we insisted that the farmer was a consumer, and 
objected to the general tariff increases unless the particu- 
lar industry was in distress.” 

TarirF Act or 1930 

The years following the passage of the Tariff Act of 
1922 were, in general, a period of prosperity and there 
was no widespread demand for an alteration in the tariff 
either up or down. The advocates of revision were most- 
ly high tariff men and, in parts of the South where indus- 
trialization is going on, Democrats were among those who 
demanded a policy of high protection, a position consistent 
with the Democratic party platform which in 1928 com- 
mitted the party to a protective tariff policy. 

Some students of the tariff question insist that attempts 
to estimate the average level of rates in the new law for 
comparison with earlier laws are futile. Nevertheless the 
United States Tariff Commission has devised a method 
of comparison for 15 schedules of dutiable commodities 
which presents an average for each schedule and a general 
average of all the schedules. The schedules are as fol- 
lows: “1, chemicals, oils and paints; 2. earths, earthen- 
ware, and glassware; 3. metals and manufactures of; 4. 
wood, and manufactures of; 5. sugar, molasses, and 
manufactures of; 6. tobacco and manufactures of; 7. 
agricultural products and provisions; 8. spirits, wines, and 
other beverages; 9. manufactures of cotton; 10. flax, 
hemp, and jute, and manufactures of; 11. wool and 
manufactures of; 12. manufactures of silk; 13. manufac- 
tures of rayon; 14. paper and books; 15. sundries.” 

Using the actual imports and duties collected in 1928 
under the Tariff Act of 1922 as a basis of computing the 
duties which would be collected under the rates of the 
Tariff Act of 1930 on the same volume or value of com- 
modities, the Commission estimates that the duties col- 
lected under the act of 1930 would be 41.14 per cent of 
the value of the imports as contrasted to 38.48 per cent 
under the act of 1922. The range of the percentages for 
the different schedules under the act of 1922 varied from 
18.16 per cent for schedule 10 to 67.85 per cent for sched- 
ule 5 and under the act of 1930 from 11.73 per cent for 
schedule 4 to 77.21 per cent for schedule 5.? 


Professor Abraham Berglund insists that “to compute 
an average on the basis of volume of imports, as does the 
Bureau of Foreign and Domestic Commerce in making 
out averages for both dutiable imports and imports in 
general, leaves out of account rates which are practically 
prohibitive in their effect. Mr. Hoover in announcing 
his intention of signing the tariff bill made use of the 
Tariff Commission’s figures to show that under it from 61 
to 63 per cent of our imports would be admitted free and 
the average level of rates for all imports both free and 
dutiable would be about 16 per cent as against 13.3 per 
cent under the act of 1922 and 25.8 per cent under the 
Dingley act. Using that method of computation, if all 
the rates for dutiable commodities were so high as to be 
absolutely prohibitive, it could be argued that the average 
level of rates under the new law had been reduced to 
zero!””? 

The general result under the Tariff Act of 1930, as 
summarized by Professor Berglund, is that “on many 
commodities the high duties contained in the law of 1922 
are continued ; in a few instances there are reductions, but 
in many more, marked increases. The reductions appear 
in cases where some pressure was put upon Congress to 
place the product on the free list, or where the rates in 
a act had proved to be absurdly 
high.” 

The automobile manufacturers asked repeatedly to have 
their product put on the free list on the ground that they 
did not need protection, that the industry was largely de- 
pendent upon foreign trade, and that protective rates 
would lead to reprisals. The rate on automobiles was 
reduced from 25 to 10 per cent ad valorem. 

A large proportion of the increases were applied to 
agricultural commodities and to products from mines and 
quarries, the increases ranging from 50 to 100 per cent 
over the rates prevailing under the act of 1922. The 
duties on cattle weighing less than 700 Ibs. were increased 
from 1.5 cents per pound to 2.5 cents per pound and on 
cattle weighing more than 700 Ibs. from 1.5 cents to three 
cents per pound. The increases on other agricultural 
products were as follows: milk from 2.5 cents per gallon 
to 6.5 cents; cream from 20 cents per gallon to 6 cents ; 
butter from eight cents per pound to 14 cents; oats from 
15 cents per bushel to 16 cents; long staple cotton from 
duty free to seven cents per pound; flax (straw) from 
$2.00 per ton to $3.00; hemp and hemp tow from one cent 
per pound to two cents; and hides from duty free to 10 
per cent of value. In many cases the increases on raw and 
crude products furnished occasion for increases termed 
“compensating” duties on manufactured goods. Although 
the increases on manufactured goods in many cases were 
less significant than those on raw materials, in other cases 
they resulted in a decided increase in the degree of pro- 
tection afforded. 

According to Professor Berglund “a careful survey of 
the new law will show duties which are practically pro- 
hibitive. There are others which will probably have little 
influence on the volume of imports but which will impose 
a considerable burden on consumers.” 

Although several commodities formerly on the free list 
were transferred to the dutiable list, the free list is still 
fairly extensive but it is made up largely of goods which 
do not come into competition with domestic industry such 


_ 1 Comparison of Rates of Duty in the Tariff Act of 1930 and 
in the Tariff Act of 1922, by the United States Tarte Commis- 
sion, Washington, D. C. 

2 “Tariff _Act of 1930,” by Abraham Berglund, American Eco- 
nomic Review, September, 1930, p. 473. 
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as raw silk, rubber, coffee, tin and many minor com- 
modities. 

Under the Tariff Act of 1922 considerable criticism de- 
veloped regarding the provision by which the Tariff Com- 


ssPresident changes in the tariff rates and the President 
sould accept or reject the Commission’s findings. Pressure 
for changes in rates usually came from those who desired 
increases and only occasionally importers or large con- 
sumers of raw products made demands for lower rates. 
The welfare of the ultimate consumers—those “who buy 
with no business end in view”—received little considera- 
tion except as certain members of the Commission con- 
ceived it their duty to protest in some cases against in- 
creases. The result was that from 1922-1929 rates were 
raised in 32 cases and reduced in five cases on relatively 
unimportant commodities. The flexible provision, how- 
ever, remains practically unchanged under the new law. 
“Proposed changes must not exceed 50 per cent of the 
duties named in the law. No transfer from the dutiable 
to the free list, or vice versa, is allowed. Neither is a 
change in the form of duty authorized. Changes in ad 
valorem rates to an American selling-price basis may in 
certain instances be made.” 

Upon signing the Tariff Act of 1930 President Hoover 
hailed the flexible clause as a means of correcting faults 
and ending foreign protests and declared: “If by any 
chance the flexible provision made should prove insuffici- 
ent for effective action, I shall ask for further authority 
for the Commission, for I believe that public opinion will 
give wholehearted support to the carrying out of such a 
Drogram on a generous scale, to the end that we may de- 
»welop a protective system free from the vices which have 
characterized every tariff provision in the past.” 

There are 3221 dutiable items in the Tariff Act of 1930. 
On July 12, 1931, President Hoover made public a report 
on the work of the Tariff Commission which showed that 
22 investigations involving 46 items had been completed 
and submitted to him. Increased duties were ordered on 
10 items, decreases were ordered on 12 items, and no 
change was made in 24 items. The Commission summar- 
ized its work as follows: “The Commission has, there- 
fore, carried the work forward on 121 projects, including 
applications, investigations and surveys; has disposed of 
36 of these, or an average of one per week; has dis- 
missed 24 additional applications ; work has progressed on 
39 additional investigations and preliminary study is well 
advanced on the 22 applications pending.” 


mission after an investigation could recommend to the 


IMPORTS AND Exports 


In the midst of one of the worst business depressions 
in our history the tariff rates, which were already at the 
highest point since the Dingley Act (1897), were raised 
still further. Despite restrictions on our imports, our 
exports increased steadily until 1929 when they were 
valued at $5,373,000,000. During the World War and 
after, the United States rapidly changed its status from a 


debtor to a creditor nation. The deviation from the rule 
laid down by President McKinley that we cannot “forever 
sell everything and buy little or nothing” is explained 
partly by the fact that the United States was paying other 
countries increasing amounts for performing services, for 
entertaining tourists, for the support in Europe of the de- 
pendent of our foreign born population, and for the pur- 
chase of foreign securities. The last item was by far the 
most important and indicated a process of loaning annual- 
ly vast amounts, the increase being from $631,000,000 in 
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1922 to $1,561,000,000 in 1927. Although $1,319,000,000 
was loaned in 1928 a sudden drop took place in 1929 when 
$758,000,000 of foreign securities (refunding excluded) 
found a market here. 

These amounts go far to explain why a creditor nation 
could maintain a so-called favorable balance of trade 
(exports in excess of imports) and a protective tariff 
which hindered imports. It is generally recognized, how- 
ever, that a time will come when the interest on loans 
abroad and the repayment of principal will necessitate a 
volume of imports which exceeds exports, and when we 
shall have to face the fact that if we do not buy we cannot 
sell. Furthermore, if exports decrease, obviously domestic 
production will fall off and will accentuate the problem 
< ~~ our capital equipment and working forces em- 
ployed. 

Exports decreased from $5,373,000,000 for the fiscal 
year 1928-1929 to $3,084,000,000 in 1930-1931 and the 
excess of exports over imports decreased from $1,082,- 
000.000 to $651,000.000 during the same period. From 
1929-1930 to 1930-1931 the value of exports declined 34 
per cent and that of imports 37 per cent. On a quantity 
basis exports fell 22 per cent and imports 17 per cent, 
which indicates the necessity of placing in relation the 
variations in prices and in volume of trade when compar- 
ing changes in imports and exports. How far the de- 
creases in imports and exports were due to restrictive 
tariffs and how far to the effects of the world-wide busi- 
ness depression is a matter of dispute between high tariff 
and low tariff advocates, the settlement of which is 
remote. 


EuropeAN REACTIONS TO TARIFF PROBLEMS 


That tariffs are restrictive is generally admitted and the 
restrictions of one nation encourage retaliatory measures 
on the part of others. About 50 countries have raised 
some, or all, of their import duties since the United States 
tariff went into effect in July, 1930. Although these in- 
creases are not generally regarded as direct reprisals 
against the United States, the example set by the United 
States gave strength to those forces favoring higher 
tariffs. Each state wants to be autonomous with a tariff- 
protected industrial life of its own. Industries have been 
built up by tariffs and the political influence of these in- 
dustries is great enough to prevent the governments of 
various countries from consenting to tariff reductions. 
Political mistrust and fear of war makes each nation un- 
willing to become dependent upon others for vital eco- 
nomic needs. Increasing unemployment and the falling 
off of trade are an inducement for each nation to take 
measures designed to conserve the home market for 
domestic manufacturers. In some cases the danger of a 
budgetary deficit has led to increased duties for revenue 
purposes even though the long run result of higher duties 
in many cases may reduce importations and decrease 
revenue. 

It is also known that in many countries the use of 
protective tariffs to encourage the development of domes- 
tic industries frequently has resulted in waste because 
capital and labor were devoted to the production of com- 
modities which could be manufactured only at a relatively 
high cost. In the long run it is to the greatest economic 
advantage of a country as a whole if each section produces 
what it can at the least cost and exchanges its surplus for 
the commodities of the other sections. The same prin- 
ciple applies to the relation between nations because they 
are sections of a world economy. 
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Growing recognition that these factors are hindrances 
to the development of international trade and of a larger 
prosperity has served as an incentive to bring about limita- 
tions on narrow nationalistic attitudes and practices. The 
World Economic Conference in 1927 called upon all 
nations to abolish the system of import and export prohi- 
bitions and restrictions which had grown up following the 
World War. A convention was signed November 8, 
1927, by 19 states under which they agreed to abolish 
within six months from the date on which the convention 
came into force all import and export prohibitions and 
restrictions, with certain exceptions, and not to impose 
any thereafter. Each country could still accomplish its 
protective ends indirectly by imposing prohibitions under 
the numerous exceptions permitted by the convention. The 
right of the different countries to impose tariffs was not 
affected. The failure to secure the necessary number of 
ratifications by June, 1930, automatically released the 
signers and the convention lapsed. However, Great Bri- 
tain, Denmark, the Netherlands, Norway, Portugal, the 
United States, and Japan agreed to abide by the con- 
vention until it expired on June 30, 1931. It was to con- 
tinue in force for successive periods of one year unless 
denounced, and no denunciations appear to have been 
made on June 30, 1931. 

As a result of the rising tide of tariffs the World Eco- 
nomic Conference in 1927 declared that “the time has 
come to put an end to the increase in tariffs and to move 
in the opposite direction.” The pronouncement, however, 
had little effect upon the subsequent actions of the nations 
and by the end of 1929 slightly higher tariffs were in ef- 
fect than in 1927. The discussion of this situation at the 
Tenth Assembly of the League of Nations in 1929 led to 
the suggestion of a tariff truce under which the various 
countries would “agree not to increase their protective 
tariffs for a period of from two to three years or to im- 
pose new protective duties or create new impediments to 
trade.” 

The commercial convention agreed upon in March, 
1930, however, divides the contracting parties into two 
groups. The first consists of nations which fix their tariffs 
by treaties and the second are so-called free-trade states 
(Great Britain, Denmark, Holland, Norway and Portu- 
gal). Those of the first group promise not to denounce 
for one year their existing bilateral treaties containing 
duties fixed by a bargaining process. If any signatory 
state decides that notwithstanding this commitment it 
must impose higher duties or levy new duties before the 
convention expires, any other party to the convention 
which considers that it has been affected adversely may 
demand a conference for negotiating an equitable adjust- 
ment of tariff rates. If the negotiations fail, the aggrieved 
party may denounce the convention as a whole or as re- 
gards the y | party. 

The nations of the second group promise definitely not 
to increase existing protective duties nor to impose new 
ones. If any one of them finds it necessary to increase 
its fiscal duties (merely for revenue purposes) the ag- 
grieved party or parties may denounce the convention 
upon one month’s notice. ho 

Originally, it was provided that the obligations under 
the convention were to end April 1, 1931. However, it 
was subject to extension for successive six months’ 
periods if it was not denounced by any signer. The rep- 
resentatives of 18 nations signed this convention. B 
May 4, 1931, it had been ratified by Belgium, Great Bri- 


tain, Denmark, Finland, Latvia, Norway, Sweden, Switz- 
erland, Germany, Italy Spain, Luxemburg and France, 
Due to the difficulty of obtaining ratifications and to the 
fact that the nations which ratified were not inclined to 
put the convention in effect among themselves until other 
nations ratified it, the convention remains in suspe 
The difficulty of gaining adherence to such an inocuou 
convention suggests that a real tariff truce is a remote 
possibility. 

The representatives of some nations, however, are in- 
clined to think that a general European customs union 
will be easier to establish than a tariff truce. The at- 
tempt made by Germany and Austria to establish a cus- 
toms union, described in INFORMATION Service April 
25, 1931, has been abandoned. 

On August 29, 1931, the need for a European customs 
union was presented to the Commission of Inquiry for 
European Union by its committee of economic experts, 
all of whom were appointed by governments. The com- 
mittee was asked to recommend means of promoting 
closer cooperation among the nations in order to improve 
the world and especially the European economic situa- 
tion. The committee declared that no chance of even 
approaching the aim in view can exist without greater 
freedom of trade between nations. After discussing the 
economic disadvantages of the numerous political units 
in Europe separated by customs barriers, they pointed 
out the advantages which greater economic unity would 
bring. They concluded that the goal for Europe should 
be the widest possible cooperation among the nations in 
order to make the continent one great market for the 
products of all the countries which constitute it. 

The close relation between economics and politics i 
strikingly illustrated in the reaction of the various nations 
to Soviet Russia’s proposal for an economic non-aggres- 
sion pact. Although many thought the suggestion a 
stroke to reveal the full hostility of the capitalistic na- 
tions toward Russia, it has been viewed more sympatheti- 
cally and realistically than was expected. The ae Gre 
is now being considered by a special committee which in- 
cludes government representatives, with a view to acting 
on it more expeditiously than is possible through action 
by the League’s economic committee whose members do 
not represent governments. 

Since international debts in the long run must be paid 
by a surplus of exports over imports, tariff restrictions 
obviously hinder payment. The economic maladjust- 
ments caused by tariffs within as well as between nations 
are compelling them to give more serious consideration 
to the tariff problem than during any other stage in the 
development of industrial society. The conflict of inter- 
est between nations as a whole and those who profit as 
the result of tariffs is becoming increasingly evident. It 
is developing a cleavage between business interests who 
profit by tariffs as against those that do not. 

Thus it is evident that the tariff problem is highly com- 
plex and one which will not be adjusted until all nations 
regard it as an important aspect of the problem of devel- 
oping a coordinated world economy. A ray of hope 
exists in the fact that leading industrial nations are rec- 
ognizing that tariff restrictions are definite hindrances to 
international trade which must be set aside before other 
international problems can be solved. Nevertheless, one 
result of the recent British elections is expected to be 
the adoption of a measure of protection. 


Printed in U. S. A. 
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